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Abstract 
Every profit oriented company uses, calculates and evaluates various financial indicators. These indicators are used to measure the 
economic performance, liquidity and efficiency of the company. Even if the economic crisis is over, we need these indicators that 
can be used for forecast as well. These indicators and this system can help to forecast the expected problems and the liquidity 
issues. Each company has a complex operation therefore it is not enough only to examine the liquidity situation but a more complex 
system is required. Instead of bankruptcy forecasting models I would like to introduce a complex indicator system which can be 
used by the small- and medium enterprises. The essence of this concept is that its usage is quick and easy; so it is practical and 
does not require expensive software. This indicator system-model can be represented easily in a graphically way and it contains 
the context of the measures and goals which are examined by the financial controlling. Using the accounting statements and the 
financial-accounting analysis methods we gain a database which contains lots of information and indicators. The model uses the 
short-term indicators which are connected to the financial controlling. The selection of these indicators was based on the factor 
analysis and experimental learning. The aim is that these variables (factors) include the most information as possible. I modified 
the model and the analysed indexes to short term which are best suited to the quick diagnosis and to the approach of the financial 
controlling. According to the principles of the model it is important whether to review the changes these indicators quarterly, 
monthly or even more often during the yearly operation. The advantages of the system are the economic base; the limited number 
of indicators and the visuality which makes the comparison of planned and actual data easier and helps the interpretation of the 
variances. 
© 2015 The Authors. Published by Elsevier B.V. 
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1. Introducing 
The economic and financial crisis is still vivid in everyone's memory and it affects to the company’s management 
to this days. Unfortunately we have to count on more and more crisis phenomena at any time. Every firm needs quick 
and easy to use risk-warning system which helps to predict the expected issues and liquidity problems. Today's 
successful companies are specialized and integrated in the procurement, production, distribution and customer orders. 
They are constantly monitoring the financial and other indicators because the product cycles are getting shorter and 
© 2015 The Authors. Published by Elsevier B.V. This is an open access article under the CC BY-NC-ND license 
(http://creativecommons.org/licenses/by-nc-nd/4.0/).
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there is no more long-term competitive advantage. Since every company is a complex system therefore is not sufficient 
to consider only the liquidity position but more complex system is required*. 
Bankruptcy forecasting models already exist but now I do not write about one of these model which model uses 
different databases and multipliers usually. I would like to introduce a concept which can be recommended to small 
and medium-sized enterprises and this concept might be helpful to review their economic situation quickly and easily 
with the analysis of key indicators. 
2. The significance of the financial analysis 
All well-functioning company would like to achieve a value-oriented strategy and in order this management must 
examine the value-creating factors. Some of these factors are financial e.g. profitability, return on investment, pricing, 
profit margins in connection with the income and the profit. Therefore financial analyses should be done to examine 
the efficiency of the operation. 
The question arises why do we want to analyse? In order to find out the corporate objectives are fulfilled or not and 
to predict the potential risks. That is why we need to realize the corporate goals so it is necessary to define the target 
system of the company first. Every decision is also a financial decision because every decision has financial 
consequences. It should be monitored the fulfilment of the planned targets and that is why we fall back on the 
information provided by the annual and interim financial reports. This information is not always sufficient and 
adequate therefore refinement the data may be needed†. 
3. The aim of the financial analysis 
The primary aim is obtain information about the business and property and about the financial and income status 
that is to say about the processes, results and problems which typify the company. Another important aim is to provide 
relevant information for come to decisions. In this will help us the internal reporting and supplying of data even every 
day. The question is how many information we need and whether this information can be derived from investigation 
the financial reports? One task of the financial management is to find those indicators which are logically context with 
each other. These elements are built up in logical system, which helps answering the focus questions. 
What is the indicator? The indicator is a factor which is examined and the result of the examination gives an 
explanation to the financial project. The indicators show the strong and weak points and the discrepancies and we can 
use these numbers as evaluation barometer. Each analyst needs a minimum amount of indicators to reveal the cause-
and-effect correlations. The analysts are responsible for develop a scorecard system which system contains the most 
important indicators. Using this system the analysts can recognize the trends of the changes and the cause end effect 
relationships‡. 
 
The benefits of the financial indicators: 
x standardization, 
x objectivity, 
x comparability, 
x lucidity, 
x the data is available. 
 
Disadvantages: 
x mainly short-term approach, 
 
 
* Sinkovics (2007) 
† Based on Bíró-Kresalek-Pucsó-Sztanó (2012) and Kresalek (2003) 
‡ Horváth & Partners (2009) 
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x methodological differences, 
x past orientation, 
x non-quantifiable factors are left behind, 
x do not motivate to do better operation by themselves. 
 
Due to the disadvantages it is very important the indicators have to be calculated and analysed regularly not only 
once a year. It is also important the system of indicators must be fit to the specific features of the company (e.g. taking 
into account the seasonality). The problematic disadvantages need to be eliminated so it is necessary to clarify the 
method of calculation (to be logical). Attention should be paid to the monitoring and controlling approach is included 
in it so we do not analyse data from last year and it is also important the indicators must have been divided into smaller 
parts to further analysis. The static data and indicators should be developed to dynamic§. Setting targets and limits 
these indicators can be converted to motivating factors (also see later). 
4. Suitable indicators** 
Operation a firm is a complex function so the characterization of the management is possible only in a complex 
way. Using the accounting and financial reporting and the methods of financial analysis a large database is established. 
This database contains lots of information and indicators and this system includes the advantages and disadvantages 
of the indicators outlined above. One of the most difficult issues is about which indicators have to deal with. Perhaps 
it is possible to figure out and calculate with them. This process cannot be limited just by the sense. It is important that 
the selected indicators have to constitute a system so among these indicators should be a cause and effect connection. 
The cause and effect connection is not sufficient in itself so it is also important this system should be providing relevant 
information the company and the data have to be available. The data have to be dynamic. E.g. data from balance sheet 
are needed, and then this data have to be properly and realistically averaged. The financial and accounting reports have 
a significantly large amount of data that is why we have to find a process which narrows the range of the data which 
has to be analysed. This process helps to reserve the information content of tour database as much as possible. 
The factor analysis supports this procedure. The factor analysis belongs to the multivariate statistical methods and 
its aim is grouping and reducing the variables. Its essence is that if relationships and correlations can be found among 
the variables than we can create new variables (factors) from the combination of the observed variables. The aim is 
that these variables (factors) contain as much information as can be provided from the original variables. These 
variables (factors) are not independent from each other but the original variables are independent from each other. The 
factor analysis compresses these variables to an artificial variable based on the necessary and relevant relationship 
among the certain variables and this is the factor. The common essence of variables can be found in each factor which 
was created by them. During the factor analysis we can examine the factors based on the balance sheet and income 
statement items so the factors show the property, the financial and the profitability position of the company. In the 
process of factor analysis we should not and cannot get 100% information content. The model works according to the 
20/80 Pareto's rule whereby 20% of the effort included the 80% of the results and the remaining 80% of the effort is 
irrelevant. 
In the Jánosa-model six factors was selected during the factor analysis and the main component analysis. The 
explanatory and decisive power of this model can be found good because the 80% of the information content of the 
original variables are in it. 
  
 
 
§ Based on Virág-Kristóf-Fiáth-Varsányi (2013) 
** Establishing the system of the indicators I began my search based on the source by Jánosa, A. (2000) PhD dissertation. 
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Table 1: The variability of the selected elements and factors 
Indicator Formula The suggested period of the analysis 
Return on assets Pre-tax profit / Total assets (property) yearly 
Coverage of fixed assets Shareholders' equity + Long-term liabilities / Fixed (invested) assets yearly 
Return on equity Income from operations / Shareholders' equity yearly 
Return on assets Income from operations / Fixed assets + Stocks yearly, quarterly 
Liquidity Current liabilities / Current assets  quarterly 
Debt ratio Liabilities / Total liabilities (property) yearly, quarterly 
Source: Jánosa (2000) and Kállay-Koloszár (2014) 
 
The indicators which have to be analysed are verifying that for the right view of the companies’ operation we have 
to examine the property, the financial and the profitability position. But these indicators have limits. The examination 
of the liquidity can be highlighted as the cash flow-based management is in the centre since economical the crisis. 
Of course there is a correlation among these factors and indicators. The more amount the short-term liability reduces 
the liquidity especially at less amount the current assets. Since the short-term liability is a part of the total liabilities it 
plays a role in the debt ratio. The more amount of the shareholders' equity increases the debt ratio and the return of the 
assets. However, the shareholders' equity cannot be too high since in this case, the return on assets and the return on 
equity decreased. If the return on equity decreased this might mean more shareholders' equity was needed to achieve 
the profit. The items of the indicators obtained by the factor analysis must be periodically checked in accordance with 
the plan and actual discrepancy analysis. It appears by the examination of the discrepancies whether the company is 
working properly and if not then we should look for the reasons. The focus is on those indicators that are often 
necessary to analyse because the essence of the monitoring analysis is the possibility of intervention during the 
operation. 
5. Financial and payback net†† 
The financial and payback net shows in graphical form the relationship of the different tested indicators established 
by the factor analysis. (We cannot take into account all the factors in the net.) Figure 1 shows the liability and the 
shareholders' equity are located on the vertical axis and the total assets (property) and the pre-tax profit are located on 
the horizontal axis of. If we walk around this financial net (or box) and examine the quartering lines we will see that 
the liquidity, the coverage ratio of liabilities, the return on equity, the coverage of assets, the return on assets and the 
capital leverage form a whole system. (The total assets on the left side and the liabilities above have to be split to the 
analysis.) One advantage of the financial net is that it easy to review the connections and values of the indicators in 
this visual form. This form can be used to compare the planned and actual data. Another advantage is the system itself 
so the connections show the correlations. 
 
Examined indicators: 
Liquidity = Current assets / Short term liabilities 
Coverage ratio of liabilities = Pre-tax profit / (Short term) liabilities 
Return on equity = Pre-tax profit / Shareholders' equity 
Capital strength = Shareholders' equity / Total assets (property) 
Return on assets = Pre-tax profit / Total assets (property) 
Capital leverage = Liabilities / Shareholders' equity 
 
 
 
†† Based on Witt-Witt (1994) 
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Fig. 1. Financial and payback net 
Source: Based on Witt-Witt (1994), own net 
 
The financial and payback net (Figure 1) fits the sorting requirements of the well-founded indicators but for the 
SME-s is not really suitable. The aim is to create a net which includes the often examined indicators so it must be 
convert this net according to these indicators. 
6. Modified financial and payback net 
According to the financial controlling mentality in the new financial and payback net (Figure 2) the indicators can 
be examined for short-term namely more often. If we get the required data in time so the examination can be done in 
shorter terms. The analyst has to ask for the data more often as before from the accounting department and oftener 
result calculations will be needed. If this process has not been made yet so this could be a significant change. Perhaps 
it can be met with resistance as well. The employees need to understand that it improves the economic culture of the 
company and in the business respect this is a risk-reducing factor. 
Attention should be paid to the static data have to convert to dynamic. One way of the conversion is calculating the 
average or the other if a specialist determined empirically the real "ordinary" value. If the data can be acquired in this 
way we can also review the changes of the indicators monthly. 
In the net (Figure 2) the grey boxes represent the examined indicators and the lines represent the connections 
between the factors. (The short term above and the current assets on the left side have to be split to the analysis.) 
 
Examined indicators: 
Liquidity = Current assets / Short term liabilities 
Rotation speed of the ’accounts payable’ (suppliers) = Net revenue from sales 
 / ’accounts payable’ (suppliers) 
Ratio of the short term liabilities (soon payable) = Short term liabilities / Total liabilities (property) 
Efficiency of the assets = Production value / Total assets (property) 
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or Return on assets = Income from operation / Total assets (property) 
Efficiency of the current assets = Production value / Current assets 
or Return on current assets =  Income from operation / Current assets 
Stock turnover = Net revenue from sales / Stocks (inventories) 
Rotation speed of the customers ’bills/accounts receivable’ = Net revenue from sales / ’bills/accounts receivable’ 
(Income from operation = Operating profit) 
 
From the variables which were used in the factor analysis in the starting point the shareholders' equity is not part 
of the net. So the return on equity cannot be examined. We examine instead of the pre-tax profit the operating profit 
which is more important in short-term. 
 
 
Fig. 2. Modified financial and payback net – for short term 
Source: Own development 
Under the Net revenue from sales is a dotted line which does not represent an indicator calculation but it refers the 
relationship between Net revenue from sales and Production value or between Net revenue from sales and Income 
from operation. 
 
Define the Production value: 
Net revenue from sales 
- Original cost of goods sold 
- Value of services sold (intermediated) 
+ Own work capitalized 
± Differences in self-manufactured stocks 
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= Gross production value 
- Cost of the raw materials and consumables 
- Cost of the contracted services 
 = Production value without materials (The value of materials are not included) 
- Depreciation 
= Net production value‡‡ 
 
Of course the company must decide which Production value to use and which is more important for the 
management, Gross production value, Production value without materials or Net production value. 
Similar to the Balanced Scorecard logic first we have to configure the indicators of the net then we have to do the 
measurement. After that we determine the expected value or the planned value and we have to do the measurement 
again at the end of the period. 
If we find a negative discrepancy we have to follow the lines of the connections and rethink the causes of it. Which 
factors or indicators have influence on some indicators and in which way (positive or negative)? This examination is 
going to be efficient and by the hand of it we can reach change if the management appoints a responsible person for 
the different areas (production, financing, asset management). The plan or target values should be achievable but 
motivating and for this the management can use several motivational tools§§. (Contrary to the Balanced Scorecard we 
do not deal with the strategy or the long-term period now but the logic is the same.) 
7. Summary 
For the success of a well-functioning company the financial factors is participating in a large role. So it is important 
to monitor and analyse the financial indicators. This financial and payback net examines the main financial indicators. 
It is a really useful system for the SME-s which contains indicators whose changes are reviewed more often. In order 
to the concept being successful we have to work in close cooperation with the accounting and financial departments 
because they have to give us the data more often as before. This can be difficult but it must be resolved. 
The factor analysis and this net really provide great help to manage this system which has a large number of 
variables but it cannot replace the responsibility of the decision-makers and the professional knowledge. Nowadays 
this kind of data input can be easily solved with using modern spreadsheet/database programs and really does not take 
long time and the analysis can be repeated once a week. From the values of the chosen indicators which can be found 
as good / acceptable / action required / bad these are depends obviously on the experience and intelligence of the 
company. This net does not improve the company's performance and does not increase the profit but it will start the 
management to develop their controlling approach. 
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